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Religious
Workers Important Reminder 

Change of Address.  If you change your mail-
ing address, be sure to notify the Internal Rev-
enue Service using Form 8822, Change of Ad-For use in preparing
dress. Mail it to the Internal Revenue Service
Center for your old address (addresses for the1994 Returns Service Centers are on the back of the form). If
you are changing both your home and busi-
ness addresses, complete separate forms.

Introduction
Social security and Medicare taxes are col-
lected under two systems. Under the Federal
Insurance Contributions Act (FICA), part of the
taxes is paid by the employee and the other
part by the employer. Under the Self-Employ-
ment Contributions Act (SECA), the self-em-
ployed person pays all the taxes. No earnings
are subject to both systems.

This publication covers several issues re-
lating to the collection of social security tax
from members of the clergy and religious
workers, including:

• Which earnings are taxed under FICA and
which under SECA,

• How to figure net earnings from self-employ-
ment, and

• How a member of the clergy (minister, mem-
ber of religious order, or Christian Science
practitioner) can apply for an exemption
from self-employment tax.

The publication also covers certain income
tax rules of interest to the clergy.

A comprehensive example with filled-in
forms, showing a minister having income that
is taxed under FICA and SECA, is at the end of
this publication.

The term ‘‘church’’ is generally used in its
universal sense and not in reference to any
particular denomination.



Binational Social Security (Totalization) and receive an exemption from self-employ-Useful Items
Agreements in Publication 54, Tax ment tax. On your Form W–2, box 3 for so-You may want to see:
Guide for U.S. Citizens and Resident cial security wages and box 5 for Medicare
Aliens Abroad. wages should have been left blank.Publication

If you are not certain whether you are an
❏ 525 Taxable and Nontaxable Income

Your earnings that are not from the exer- employee or a self-employed person, you can
❏ 529 Miscellaneous Deductions cise of your ministry may be subject to social get a determination from the IRS by filing Form

security tax under FICA or SECA according to SS–8,  Determination of Employee Work Sta-❏ 533 Self-Employment Tax
the rules that apply to taxpayers in general. tus for Purposes of Federal Employment❏ 535 Business Expenses
See  Qualified Services, later. Taxes and Income Tax Withholding.

❏ 590 Individual Retirement
Arrangements (IRAs) Ministers Members of Religious

❏ 596 Earned Income Credit
If you are a duly ordained, commissioned, or li- Orders
censed minister of a church, your earnings for If you are a member of a religious order whoForm (and Instructions)
the services you perform in your capacity as a has not taken a vow of poverty, your earnings❏ SS-8 Determination of Employee Work minister are subject to self-employment tax for required services you performed as a mem-Status for  Purposes of Federal unless you have requested and received an ber of the order are subject to self-employmentEmployment Taxes and Income Tax exemption as discussed under Exemption tax. This does not apply if you have requestedWithholding From Self-Employment Tax, later. This is true and received an exemption as discussed
whether you are an employee of your church❏ SS-16 Certificate of Election of under Exemption From Self-Employment Tax,
or a self-employed person under the commonCoverage Under the Federal Insurance later. To see which services are considered re-
law rules. For the specific services covered,Contributions Act quired, see Qualified Services, later.
see Qualified Services, later.❏ Schedule SE (Form 1040) Self-

Employment Tax Vow of poverty. If you are a member of a re-
Who Are Ministers ligious order who has taken a vow of poverty,❏ 1040-ES Estimated Tax For Individuals
Ministers are individuals who are duly or- you are exempt from paying self-employment

❏ 4029 Application for Exemption From dained, commissioned, or licensed by a relig- tax on your earnings for services you perform
Social Security  and Medicare Taxes and ious body constituting a church or church de- for your church or its agencies. For income tax
Waiver of Benefits nomination. They are given the authority to purposes, the earnings are tax free to you.

❏ 4361 Application for Exemption From conduct religious worship, perform sacerdotal Your earnings are considered the income of
Self-Employment  Tax for Use by functions, and administer ordinances or sacra- the religious order.
Ministers, Members of Religious Orders ments according to the prescribed tenets and If you are paid to perform services for an or-
and Christian Science Practitioners practices of that church or denomination. ganization other than the church or its agen-

If a church or denomination ordains some cies, you are considered a regular employee of
ministers and licenses or commissions others, the organization and your earnings are subject

Ordering publications and forms.  To order anyone licensed or commissioned must be to federal income tax withholding and social
free publications and forms, call our toll-free able to perform substantially all the religious security tax. Also, the earnings are taxable to
telephone number 1–800–TAX–FORM (1– functions of an ordained minister to be treated you for income tax purposes.
800–829–3676). Or, write to the IRS Forms as a minister for social security purposes. Exception.  If you have taken a vow of pov-
Distribution Center nearest you. Check your erty, the services you perform for your church
income tax package for the address. or its agencies may be covered under socialEmployment Status

security. Your services are covered if your or-
Telephone help for hearing-impaired per- for Other Tax Purposes der, or an autonomous subdivision of the or-
sons.  If you have access to TDD equipment, Because of statutory law, you are considered a der, elects social security coverage for its cur-
you can call 1–800–829–4059 with your tax self-employed individual in performing your rent and future vow-of-poverty members.
questions or to order forms and publications. ministerial services for social security tax pur- The order or subdivision elects coverage
See your tax package for the hours of poses. However, because of common law by filing Form SS–16, Certificate of Election of
operation. rules (discussed next), you may be considered Coverage Under the Federal Insurance Contri-

an employee for income or retirement plan tax butions Act. It can elect coverage for certain
purposes. vow-of-poverty members for a retroactive pe-

riod of up to 20 calendar quarters before theSocial Security
Common law rules. Under these nonstatu- quarter in which it files the certificate.

Coverage tory rules, you are considered an employee or
a self-employed person depending on all the Lay employees. All lay employees are auto-The services you perform in the exercise of
facts and circumstances. Generally, you are matically covered by social security. But seeyour ministry are covered by social security
an employee if your employer has the legal Election to exclude employees from social se-under SECA. Therefore, your earnings for
right to control both what you do and how you curity coverage, later, under Religiousthese services are subject to self-employment
do it, even if you have considerable discretion Workers.tax unless one of the following apply:
and freedom of action.

You are a member of a religious order who
Rulings.  Organizations and individuals mayExample.  A church hires and pays you tohas taken a vow of poverty.
request rulings from the IRS on whether theyperform ministerial services for it subject to its

You request and receive from the IRS an are religious orders, or members of a religiouscontrol. Under the common law rules, you are
exemption from self-employment tax order, for FICA tax, self-employment tax, andan employee of the church while performing
for the services. See Exemption From federal income tax withholding purposes. Tothose services. Your wages are reported on
Self-Employment Tax, later. Form W–2, Wage and Tax Statement, for in- request a ruling, follow the procedures in Rev-

come tax purposes, but no social security enue Procedure 95-1, which is published in theYou are subject only to the social security
taxes are withheld. This is because you are 1995-1 Internal Revenue Bulletin. You canlaws of a foreign country under the pro-
treated as self-employed for social security read this Revenue Procedure at most IRS of-visions of a social security agreement
purposes. You must pay self-employment tax fices or purchase a copy of the Bulletin by writ-between the United States and that
on those wages yourself unless you request ing to: Superintendent of Documents, U.S.country. For more information, see
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Government Printing Office, Washington D.C. religious faith, or faiths, opposed to social se- If you elected before 1968 to be covered
20402. under social security for your ministerial ser-curity participation, you each can apply for ex-

vices, you are still covered. You cannot be ex-emption from the social security and Medicare
empt from self-employment tax.taxes imposed on wages. See Exemption fromChristian Science

For a limited time, you could have made anFICA later under Members of Recognized Re-Practitioners and Readers election to be covered by social security. Youligious Sects.
If you are a Christian Science practitioner, your did this by filing Form 2031 for your 1986 or
earnings from services you performed in your 1987 tax year. If you made this election, youEmployees of churches, etc., who chooseprofession as a Christian Science reader or cannot be exempt from self-employment tax.not to pay social security taxes.  You maypractitioner are subject to self-employment tax

be able to choose to be exempt from social se-unless you have requested and received an Exemption Request  curity and Medicare taxes, including the self-exemption as discussed under Exemption
employment tax. You can make the choice if To claim the exemption from self-employmentFrom Self-Employment Tax, later.

tax, you must meet al l  of the fol lowingyou are a member of a religious sect or division
conditions:opposed to social security and Medicare (seeChristian Science practitioners are mem-

Members of Recognized Religious Sects,bers in good standing of the Mother Church, 1) File Form 4361, described next,
later) and the church, or church-controlledThe First Church of Christ Scientist, in Boston,

2) Be conscientiously opposed to public in-nonprofit division, for which you work chose,Massachusetts, who practice healing accord-
surance because of your individual relig-ing to the teachings of Christian Science. for religious reasons, not to pay the employer’s
ious considerations (not because of yourChristian Science practitioners are specifically portion of the social security tax on wages. general conscience), or be opposed be-exempted from licensing by state laws. Some This exemption does not apply to your service, cause of the principles of your religiousChristian Science practitioners also are Chris- if any, as a minister of a church or as a mem- denomination,tian Science teachers or lecturers. Income ber of a religious order.

3) File for other than economic reasons,from teaching or lecturing is considered the You can make this choice by filing Form
same as  income f rom the i r  work  as 4029. See Form 4029, later, under Members 4) Inform the ordaining, commissioning, or li-
practitioners. censing body of your church or order thatof Recognized Religious Sects.

you are opposed to public insurance if you
Christian Science readers are considered are a minister or a member of a religiousU.S. Citizens, Resident andthe same as ordained, commissioned, or li- order (other than a vow-of-poverty
censed ministers. member),Nonresident Aliens 

To be covered under the self-employment tax 5) Establish that the organization that or-Religious Workers dained, commissioned, or licensed you,provisions (SECA), individuals not living in the
If you are a religious worker and are not in one or your religious order, is a tax-exempt re-United States generally must be citizens or
of the classes already discussed, your wages ligious organization,resident aliens of the United States. Nonresi-
are subject to social security (FICA) withhold- dent aliens are not covered under SECA. 6) Establish that the organization is a churching and not to self-employment tax. To determine your alien status, see Publi- or a convention or association of

cation 519, U.S. Tax Guide for Aliens. churches, andElection to exclude employees  from social
7) Sign and return the statement the IRSsecurity coverage.  Tax-exempt churches

Residents of Puerto Rico, the Virgin Is- mails to you to verify that you are request-and qualified church-controlled organizations
lands, Guam, and American Samoa,  who ing an exemption based on the groundscan elect not to have their employees covered
are not U.S. citizens, are not considered non- listed on the statement.by FICA. These employees are covered under
resident aliens for self-employment tax pur-SECA and are responsible for paying self-em-
poses. They are covered by social security as Item (4) does not apply to Christian Scienceployment taxes on their income.
discussed later under Figuring Net Earnings Practitioners.Trade or business expenses are not sub-
From Self-Employment for Self-Employmenttracted in figuring this self-employment
Tax.income. Form 4361. If you did not previously elect to

Any employee (except a minister or mem- be covered under social security and wish to
ber of a religious order) who received $108.28 be exempt from self-employment tax, file Form
or more in wages from any one electing church 4361, Application for Exemption From Self-Exemption From Self-or church-controlled organization must com- Employment Tax for Use by Ministers, Mem-
plete Schedule SE (Form 1040), Self-Employ- bers of Religious Orders and Christian Sci-Employment Tax ment Tax. ence Practitioners, in triplicate, to request

Making the election.  To make this elec- exemption.Ministers, members of religious orders who
tion, file two copies of Form 8274, Certification Form 4361 includes a statement certifyinghave not taken a vow of poverty, and Christian
by Churches and Qualified Church-Controlled that you oppose, for your services as a mem-Science practitioners can request an exemp-
Organizations Electing Exemption From Em- ber of the clergy, public (governmental) insur-tion from self-employment tax. An approved
ployer Social Security and Medicare Taxes. ance for death, disability, old age, or retire-exemption only applies to earnings you re-
File this after employees are hired, but before ment because of your conscience or religiousceive for qualified services, discussed later. It
the first date on which a quarterly employment principles. This includes insurance that helps

does not apply to any other self-employmenttax return is due (or would be due except for pay for or provide services for medical care,
income. For the rules, see Exemption Re-this election). and includes benefits from a system estab-
quest, next.Revocation.  The church or organization lished by the Social Security Act.

Members of religious orders who havecan revoke this election. The revocation can- The IRS will return to you a copy of the
taken a vow of poverty are exempt from payingnot be later reversed. Also, the IRS can revoke Form 4361 that you filed indicating whether
self-employment tax, as discussed earlier.the election if certain filing requirements for in- your exemption has been approved. Keep the
They do not have to request the exemption.formation returns are not met. approved copy in your permanent records.

Members of a recognized religious sect or When to file.  File Form 4361 by the date
a division of it can also apply for an exemptionEmployees and employers opposed to so- your income tax return is due, plus extensions,
from the self-employment tax. For the rulescial security and Medicare participation.  If for the second tax year in which you have at
that apply to this exemption, see Members ofyou and your employer (or, if your employer is least $400 in self-employment earnings, any

a partnership, each partner) are members of a Recognized Religious Sects, later. part of which came from your services as a
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minister, a member of a religious order, or a Table 1. Social Security and Medicare Tax Exemption Application
Christian Science practitioner. These do not
have to be consecutive tax years.

Who Member of Clergy Member of Recognized Religious
Since it can take some time to receive ap- Sect Who has Self-Employment

proval, file Form 4361 as soon as possible. Income
Example 1.  Rev. Lawrence Jaeger, a cler-

gyman ordained in 1994, has net earnings of How File Form 4361 and, if approved, File Form 4029 and, if approved,
$450 in 1994 and $500 in 1995. He has until receive an approved copy receive an approved copy
April 15, 1996, to file his application for exemp-

When File by the due date (plus extensions) File anytimetion. However, if Rev. Jaeger does not receive
of your tax return for the second taxhis exemption by April 17, 1995, his self-em-
year with at least $400 of net earningsployment tax for 1994 is due by that date.
from self-employment (at least part

Example 2.  Rev. Harry Wolfe has $300 in from qualified services)
net earnings as a clergyman in 1994, but
earned more than $400 in both 1993 and Effective For all tax years after 1967 with at For all tax years after 1950, but not for
1995. He has until April 15, 1996, to file his ap- least $400 of net earnings from self- years beginning before you meet the
plication for exemption. However, if he did not employment eligibility requirements
receive the exemption by April 15, 1994, he
was required to pay his self-employment tax
for 1993 by that date.

tax you paid within the 2 years immediately If you have previously received approvalExample 3.  In 1992, Rev. David Moss was
for exemption from self-employment tax, youbefore you file the claim.ordained a minister and had $700 in net earn-
are considered to have met the requirementsings as a minister. In 1993, he received $1,000
and do not need to apply for this exemption.as a minister, but his related expenses were Members of Recognized

over $1,000. Therefore, he had no net earn- Religious Sects Form 4029.  To request the exemption, fileings as a minister in 1993. Also in 1993, he
Form 4029, Application for Exemption FromIf you are a member of a recognized religiousopened a book store and had $8,000 in net
Social Security and Medicare Taxes andsect, or a division of a recognized religiousself-employment earnings from the store. In
Waiver of Benefits, in triplicate, with the Socialsect, you can apply for an exemption from self-1994, he had net earnings of $1,500 as a min-
Security Administration at the address shownemployment tax on all of your self-employmentister and $10,000 net self-employment earn-
on the form. The sect or division must com-income. If you received social security benefitsings from the store.
plete part of the form.or payments, or anyone else received theseBecause Rev. Moss had net earnings from

The IRS will return to you a copy of thebenefits or payments based on your wages orself-employment in 1992 and 1994 that were
Form 4029 that you filed indicating whetherself-employment income, you cannot apply.more than $400 each year, and part of the
your exemption has been approved. Keep theHowever, if you pay your benefits back, youearnings in each of those years was for his ser-
approved copy in your permanent records.may be considered for exemption. Contactvices as a minister, he must file his application

When to file.  You can file Form 4029 atyour local Social Security office to find out thefor exemption by the due date, plus exten-
any time.amount to be paid back.sions, for his 1994 income tax return.

Effective date of exemption.  An ap-Death of individual.  The right to file an
proved exemption generally is effective for allEligibility requirements.  To claim this ex-application for exemption ends with an individ-
tax years beginning after 1950. It does not ap-emption from self-employment tax, all the fol-ual’s death. A surviving spouse, executor, or ply to any tax year beginning before you meetlowing requirements must be met.administrator cannot file an exemption appli- the eligibility requirements discussed earlier.

cation for a deceased clergy member. 1) File Form 4029, discussed next. The exemption will end if you fail to meet
the requirements or the Secretary of Health

2) As a follower of the established teachingsEffective date of exemption. An approved and Human Services determines that the sect
of the sect or division, you must be con-exemption is effective for all tax years after or division fails to meet them. You must notify
scientiously opposed to accepting bene-1967 in which you have $400 or more of net the IRS within 60 days of any occurrence that
fits of any private or public insuranceearnings from self-employment, part of which results in your no longer being a member of the
that makes payments for death, disability,is for services as a member of the clergy. religious group, or in your no longer following
old age, retirement, or medical care, orExample.  Rev. Thomas Austin, ordained the established teachings of this group. The
provides services for medical care.in 1993, had over $400 in net earnings as a exemption will end effective with the date you

minister in both 1993 and 1994. He files an ap- notify the IRS.3) You must waive all rights to receive any
plication for exemption on February 15, 1995. social security payment or benefit and
If an exemption is granted, it is effective for agree that no benefits or payments will be Refunds of self-employment tax paid.  For
1993 and the following years. information on requesting refunds, see the dis-made to anyone else based on your

cussion under Exemption Request, earlier.wages and self-employment income.
Refunds of self-employment tax. If, after re-

4) The Secretary of Health and Human Ser-
ceiving an approved Form 4361, you find that Exemption from FICA.   Generally, undervices must determine that:
you overpaid self-employment tax, you can file FICA, part of the social security and Medicare
a claim for refund on Form 1040X, Amended a) Your sect or division has such estab- tax is paid by the employee and the other part
U.S. Individual Income Tax Return, before the lished teachings, is paid by the employer. If you meet the re-
statutory period ends. This is generally within 3 quirements discussed earlier in this section,

b) It is the practice, and has been for ayears from the date you filed the return or you can apply to be exempt from your share of
substantial period of time, for memberswithin 2 years from the date you paid the tax, FICA taxes paid by your employer whose ex-
of the sect or division to provide for theirwhichever is later. A return you filed, or tax emption has been approved.
dependent members in a manner that ispaid, before the due date is considered to have
reasonable in view of the members’been filed or paid on the due date. Information for employers.  If you are an em-general level of living, andIf you file a claim after the 3-year period but ployer who files and receives an approval for

within 2 years from the time you paid the tax, c) The sect or division has existed at all this exemption, do not report social security
the credit or refund will not be more than the times since December 31, 1950. and Medicare wages of employees who also
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file and receive an approval for this exemption. according to the requirements governing the For example, if you are directed to perform
services for another agency of the supervisingA partnership in which each partner holds a re- creation of institutions of the faith.
church or an associated institution, you areligious exemption from social security and
considered to perform the services as anMedicare is an employer for this purpose. Services for nonreligious organizations.
agent of the order.Do not include these exempt wages on Your services for a nonreligious organization

However, if you are directed to workForm 941, Employer’s Quarterly Federal Tax are qualified services if the services are as-
outside the order, the employment will not beReturn, or on Form 943, Employer’s Annual signed or designated by your church. As-
considered a duty required by the orderTax Return for Agricultural Employees. If you signed or designated services qualify even if
unless:have received an approved Form 4029, write they do not involve performing sacerdotal

‘‘Form 4029’’ on Form 941 on the line for ‘‘Tax- functions or conducting religious worship. Your services are the kind that are ordina-
able social security wages,’’ ‘‘Taxable social Ordinarily, your services are not consid- rily performed by members of the order,
security tips,’’ and ‘‘Taxable Medicare wages ered assigned or designated by your church if and
and tips,’’ to the left of the wage entry spaces. you are in any of the following categories:

Your services are part of the duties thatIf you have received an approved Form 4029, 1) You perform services for an organization must be exercised for, or on behalf of,and you are a Form 943 filer, write ‘‘Form that did not arrange with your church to the religious order as its agent.4029’’ on the line for ‘‘Total wages subject to receive them.
social security taxes,’’ and ‘‘Total wages sub-

Ordinarily, services are not considered di-2) You perform the same services for an or-ject to Medicare taxes,’’ to the left of the wage
rected or required of you by the order if youganization that other undesignated em-entry spaces. When preparing a Form W–2 for
and the party for whom you work are consid-ployees perform.a qualifying employee, write ‘‘Form 4029’’ in
ered employee and employer. In this case,the box marked ‘‘Other.’’ 3) You perform the same services before your earnings from the services are taxed

If you have employees who do not have an and after the designation. under the rules that apply to workers in gen-
approved Form 4029, you must withhold the

eral, not under SECA. This is true even if you
employee share of social security and Medi- If your services are not assigned or desig- have taken a vow of poverty.
care taxes and pay the employer’s share. nated by your church, they are qualified ser- Example.  Mark Brown and ElizabethFor more information on employers of the vices only if they involve performing sacerdotal Green are members of a religious order andclergy and religious workers, see Publication functions or conducting religious worship. have taken vows of poverty. They renounce all937, Employment Taxes.

claims to their earnings. The earnings belong
Services that are not part of your ministry. to the order.Effective date.  An approved exemption from Income from services that are not qualified Mark is a licensed attorney. The superiorsFICA becomes effective on the first day of the services is generally subject to FICA (and not of the order instructed him to get a job with afirst calendar quarter after the quarter in which SECA) taxes under the rules that apply to law firm. Mark joined a law firm as an em-Form 4029 is filed. The exemption will end in workers in general. The following are not quali- ployee and, as he requested, the firm madethe calendar quarter before the quarter in fied services. the salary payments directly to the order.

which the employer, employee, sect, or divi-
Elizabeth is a secretary. The superiors of1) Services that you perform for nonreligioussion fails to meet the requirements.

the order instructed her to accept a job with theorganizations other than the services
business office of the church that supervisesstated earlier.
the order. Elizabeth took the job and gave all2) Services that you perform as a duly or-
her earnings to the order.Qualified Services dained, commissioned, or licensed minis-

Mark’s services are not duties required byter of a church as an employee of theThe exemption from self-employment tax ap- the order. His earnings are subject to socialUnited States, the District of Columbia, aplies only to the services performed in the ex- security tax under FICA and Federal incomeforeign government, or any of their politi-ercise of your ministry or in the exercise of your tax.cal subdivisions. This is true even if youduties as required by your religious order. The Elizabeth’s services are considered dutiesare performing sacerdotal functions orexemption does not apply to any other self- required by the order. She is acting as anconducting religious worship. (For exam-employment income. If you do not have an ex- agent of the order and not as an employee of aple, if you perform services as a chaplain
emption, amounts you receive for performing third party. She does not include the earningsin the Armed Forces of the United States,
qualified services are subject to self-employ- in gross income, and they are not subject to in-the services are not qualified services.)
ment tax. come tax withholding, social security tax, or

3) Services that you perform in a govern- self-employment tax.
ment-owned and operated hospital (ser-Ministers vices are considered performed by a gov- Christian  ScienceMost services you perform as a minister, ernment employee, not by a minister as

priest, rabbi, etc., are qualified services. These Practitioners and Readerspart of the ministry). However, services
services include: that you perform at a church-related hos- The exemption from self-employment tax, dis-

pital or health and welfare institution are cussed earlier, applies only to the services a1) Performing sacerdotal functions,
considered to be part of the ministry. Christian Science practitioner or reader per-

2) Conducting religious worship, and forms in the exercise of that profession.
3) Controlling, conducting, and maintaining Books or articles.  Writing religious books or

religious organizations, boards, societies, articles is considered to be in the exercise of
and other integral agencies that are under your ministry. Royalty income from the sale of Figuring Net Earningsthe authority of a religious body that is a books or articles is self-employment income.
church or denomination. From Self-Employment

Members of Religious for Self-EmploymentYou are considered to control, conduct, or Orders maintain a religious organization if you direct, Tax Services you perform as a member of a relig-manage, or promote the organization’s activi-
ious order in the exercise of duties required byties. A religious organization is under the au- Generally, your net earnings from self-employ-
the order are qualified services. The servicesthority of a religious body that is a church or ment are your gross income from your trade or
are qualified because you perform them as andenomination if it is organized for and dedi- bus iness  minus  a l lowab le  bus iness
agent of the order.cated to carrying out the principles of a faith deductions.
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For the self-employment tax, your net earn- was able to exclude it all for income tax pur- performing services as an employee of
poses under the foreign earned income exclu- the employer with the plan,ings from self-employment include your gross
sion. Mr. Jones would, however, compute self-income from qualified services (see Qualified 2) You must adequately account to your em-
employment tax on $22,000.Services, earlier) minus the deductions related ployer for these expenses within a rea-

For information on excluding foreignto that income. If you have an approved ex- sonable period of time, and
earned income or the foreign housing amount,emption or you are automatically exempt, do

3) You must return any excess reimburse-get Publication 54, Tax Guide for U.S. Citizensnot include the income or deductions from ment or allowance within a reasonableand Resident Aliens Abroad.qualified services in figuring your net earnings period of time.Specified U.S. possessions.  The exclu-from self-employment.
sion from gross income for amounts derived inFor more information on net earnings from If your expenses equal your reimburse-Guam, American Samoa, or the Common-self-employment, see Publication 533, Self- ment, you have no deduction because they arewealth of the Northern Mariana Islands doesEmployment Tax. equal and the reimbursement is not reportednot apply in computing net earnings from self-

on your Form W–2. If your expenses are moreemployment.Gross income.  To figure your net earnings than your reimbursement, you can deduct yourAmounts not included in gross income.from self-employment (on Schedule SE (Form excess expenses for self-employment tax and
Do not include in gross income for figuring net1040)), include in gross income: income tax purposes.
earnings from self-employment: Nonaccountable plan.  A nonaccountable

Salaries and fees for your qualified Offerings that others made to the church, plan is a reimbursement arrangement under
services, which you do not meet all three rules listedContributions by your church to an annuity

above under Accountable plans. In addition,Offerings you receive for marriages, bap- plan set up for you, including any salary
the following payments made under an ac-tisms, funerals, masses, etc., reduction, that are not included in your
countable plan will be treated as being paidgross income, andThe value of meals and lodging provided to under a nonaccountable plan:

you, your spouse, and your depen- Pension payments or retirement al-
1) Excess reimbursements you fail to returndents for your employer’s convenience lowances you receive for your past

to your employer, and(exclude these amounts from gross in- qualified services.
2) Reimbursement of nondeductible ex-come for income tax purposes), and

penses related to your employer’sAllowable deductions.  To determine yourThe fair rental value of a parsonage pro- business.net earnings from self-employment (on Sched-vided to you (including the cost of utili-
ule SE (Form 1040)), deduct all your nonem-ties that are furnished) and the rental Your employer will combine any reimburse-ployee ministerial expenses. Also, deduct allallowance (including an amount for ment paid to you under a nonaccountable planyour unreimbursed trade or business ex-

payment of utilities) paid to you. with your wages, salary, or other compensa-penses that you incur in performing ministerial
tion. Your employer will report the total on yourservices as a common law employee of the

If a church pays any amount toward your Form W–2. You can deduct your expenses (forchurch. For the rules concerning the treatment
income tax or self-employment tax, other than self-employment tax and income tax pur-of reimbursements and advances, see Reim-

poses) regardless of whether they are morewithholding the amount from your salary, it is bursement arrangements, later. However, you
than ,  less  than ,  o r  equa l  to  yourincome to you. You must include the amount in generally can only deduct 50% of meal and en-
reimbursement.your gross income and self-employment tertainment expenses.

For more information on accountable andincome. When figuring your self-employment tax,
nonaccountable plans get Publication 463,you can deduct 7.65% of your net profit. YourExample.  Pastor Roger Adams receives Travel, Entertainment, and Gift Expenses.net profit consists of your gross income froman annual salary of $16,500 as a full-time min-

self-employment minus your allowable deduc-ister. $1,500 of the salary is designated as a
tions except the deduction for self-employ- Husband and Wiferental allowance to pay utilities. His church
ment tax. You figure your self-employment taxowns a parsonage that has a fair rental value Missionary Team
deduction on line 4 of Schedule SE (Formof $5,200 per year. Pastor Adams is given the If a husband and wife are both duly ordained,1040) by multiplying your net profit by .9235.use of the parsonage. He is not exempt from commissioned, or licensed ministers of aThis deduction is allowed only in figuring self-self-employment tax. He must include church and have an agreement that each willemployment tax, not income tax. See Deduc-

$21,700, his salary plus the rental allowance perform specific services for which they aretion for self-employment tax under Income Tax
for utilities and the fair rental value of the par- paid jointly or separately, they must divide theTreatment of Certain Items, later, for a discus-
sonage, to figure his net earnings for self-em- self-employment income according to thesion of the income tax deduction.

agreement.ployment tax purposes.
The results would be the same if, instead of Reimbursement arrangements.  If you re-

If the agreement is with one spouse onlythe use of the parsonage and receipt of the ceived an advance, allowance, or reimburse-
and the other spouse is not paid for any spe-rental allowance for utilities, Pastor Adams ment for your expenses, how you treat your re-
cific duties, amounts received for their ser-had received an annual salary of $21,700 of imbursed business expenses depends on the
vices are included in only the self-employmentwhich $6,700 per year was designated as a type of reimbursement arrangement. There
income of the spouse having the agreement. Ifrental allowance. are two basic types of reimbursement arrange-
they already have filed a return and incorrectlyFor the income tax treatment of such ments—accountable plans and nonaccount-
divided the income for self-employment taxamounts, see Exclusion of rental allowance able plans. If you are not sure if you are reim-
purposes, they should file an amended returnand fair rental value of a parsonage under In- bursed from an accountable plan or a
showing the entire amount as self-employ-come Tax Treatment of Certain Items, later. nonaccountable plan, ask your employer.
ment income of that spouse.Overseas duty. Your net earnings from Accountable plans. You must be an em-

self-employment are determined without any ployee to be in an accountable plan. To be an A minister-missionary’s spouse who is notforeign earned income exclusion or the foreign accountable plan, your employer’s reimburse- duly ordained,  commissioned, or licensed ashousing exclusion or deduction if you are a ment arrangement must require you to meet a minister of a church may file a claim for re-
U.S. citizen or resident alien who is serving all three of the following rules: fund of any self-employment tax paid in error
abroad and living in a foreign country. 1) Your expenses must have a business for any years for which the statutory period of

connection — that is, you must have paidExample.  Paul Jones was the minister of a limitation on refunds has not expired. This pe-
or incurred deductible expenses whileU.S. church in Mexico. He earned $22,000 and riod is normally 3 years from the time the return
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was filed or 2 years from the time the tax was The amount officially designated as a
rental allowance, orpaid, whichever is later. The spouse’s earn- Income Tax Treatment

ings, in this case, should not be included in the The fair rental value of the home, includingof Certain Itemsminister-missionary’s self-employment in- furnishings, utilities, garage, etc.
come. If the minister-missionary’s spouse re- Some items are treated differently for income
ceives pay for performing services for the or- You must include in gross income anytax purposes than for self-employment tax
ganization, he or she may be an employee of rental allowance to the extent it is more thanpurposes.
the organization for social security purposes. the smallest of your reasonable compensa-

tion, the fair rental value of the home plus utili-Exclusion of rental allowance and fair
ties, or the amount actually used to provide arental value of a parsonage.  If you receive inMaximum Earnings Subject
home.your pay an amount officially designated as ato Self-Employment Tax You may deduct the home mortgage inter-rental allowance, you can exclude the allow-
est and real estate taxes you pay on yourFor 1994, the maximum net earnings from self- ance from your gross income if:
home even though all or part of the mortgageemployment subject to social security (old The amount is used to provide or rent a is paid with funds you get through a tax-freeage, survivor, and disability insurance) tax is home, and rental or parsonage allowance.$60,600 minus any wages and tips you earned

The amount is not more than reasonable Retired ministers. If you are a retired min-that were subject to social security tax. The tax
pay for your services. ister, you may exclude from your gross incomerate is 12.4%. Net earnings from self-employ-

the rental value of a residence (plus utilities)ment subject to the Medicare (hospital insur-
furnished to you by your church as a part ofThe term ‘‘rental allowance’’ includes anance) part of the self-employment tax no
your compensation for past services, or theamount to pay utility costs.longer has a maximum. All of your net earn-
portion of your pension that was designated asYou can exclude from gross income theings are subject to the medicare portion of the
a rental allowance. However, a minister’s sur-fair rental value of a house or parsonage, in-self-employment tax. The tax rate is 2.9%.
viving spouse cannot exclude the rental valuecluding utilities, furnished to you as part of your
unless the rental value is for ministerial ser-pay. However, the exclusion cannot be more

Optional Methods for vices he or she performs or performed.than the reasonable pay for your services. If
The retirement allowances you receive asyou pay for the utilities, you can exclude anyFiguring Net Earnings

a retired minister are not earnings from self-allowance designated for utility costs, up tofrom Self–Employment employment  fo r  se l f -employment  taxyour actual cost.
purposes.You may be able to use an optional method for This exclusion applies only for income tax

Theological students. If you are a theo-figuring your net earnings from nonfarm self- purposes. It does not apply for self-employ-
logical student serving a required internship asemployment. If you are in the farming busi- ment tax purposes, as discussed earlier under
a part-time or assistant pastor, you cannot ex-ness, you may be able to use the farm optional Figuring Net Earnings From Self-Employment
clude a parsonage or rental allowance frommethod. If you are in farm and nonfarm busi- for Self-Employment Tax.
your income unless you are ordained, com-nesses, you may qualify for both options. In This exclusion applies to ordained, com-
missioned, or licensed as a minister.general, the optional methods for figuring net missioned, or licensed ministers of the gospel.

Traveling evangelists. You can exclude aTo exclude, the allowance must be providedearnings from self-employment are intended
designated rental allowance from out-of-townas pay for your services, including:to permit continued coverage for social secur-
churches if you meet all of the followingity and Medicare purposes when your income Qualified services, discussed earlier under
requirements.for the tax year is low. For more information on Ministers,

the farm optional method, see Publication 533, You are an ordained minister.
Administrative duties and teaching at theo-Self-Employment Tax.

You perform qualified services at thelogical seminaries, and
churches located away from your

The ordinary duties of a minister per-Nonfarm optional method.  You may use the community.
formed as an employee of the Unitednonfarm optional method for nonfarm self-em-

You actually use the rental allowance toStates (other than as a chaplain in theployment income if you meet all the following
maintain your permanent home.Armed Forces), a state, possession,tests:

political subdivision, or the District of
Your net nonfarm profits are less than Jewish cantors. If you have a bona fideColumbia.

$1,733. commission and your congregation employs
you on a full-time basis to perform substan-Your net nonfarm profits are less than Example.  Rev. Amos Baker is a full-time tially all the religious functions of the Jewish72.189% of your total gross income minister at the Central Mission Church. The faith, you can exclude a rental allowance fromfrom nonfarm self-employment. church allows him to use the parsonage that your gross income.

has an annual fair rental value of $4,800. TheYou are self-employed or a partner on a
church pays him an annual salary of $13,200, Members of religious orders. Your pay mayregular basis. This means that your ac-
of which $1,200 is designated for utility costs. be tax free if you are a member of a religioustual net earnings from self-employment
His utility costs during the year were $1,000. order who:are $400 or more in at least 2 of the 3

For income tax purposes, Rev. Baker ex-tax years before the one for which you Has taken a vow of poverty,cludes $5,800 from gross income (the fairuse this method.
rental value of the parsonage plus $1,000 from Receives pay for services, and

You have not previously used this method the allowance for utility costs). He will report Renounces the pay and gives it to the
$12,200 ($12,000 salary and $200 of unusedmore than 4 years (there is a 5-year order.
utility allowance). His income for self-employ-lifetime limit). The years do not have to
ment tax, however, is $18,000 ($13,200 +be consecutive. If the above applies and you are performing
$4,800). the services as an agent of the order in the ex-

Home ownership. If you own your homeIf you meet these four tests, you may report ercise of duties required by the order, your pay
and you receive as part of your pay a housingthe smaller of two-thirds of the gross income is tax free.
or rental allowance, you may exclude fromfrom your nonfarm business, or $1,600 as your
gross income the smallest of the following:net earnings from self-employment. But you Ministerial trade or business expenses as

may not report less than your actual net earn- The amount actually used to provide a an employee. When you figure your income
ings for nonfarm self-employment. home, tax, you must itemize your deductions on
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Schedule A (Form 1040) to claim allowable de- and $500 is related to his wedding and bap- salary is not subject to withholding, you should
tism income. He figures the unallowable partductions (see Allowable deductions under Fig- make estimated tax payments to avoid penal-
of his expenses as follows:uring Net Earnings From Self-Employment for ties for not paying tax as you earn your in-

Self-Employment Tax, earlier) for ministerial $10,000 ÷ $40,000 = 25%; come. For more information, see Payment of
trade or business expenses incurred while $3,500 × 25% = $875; Estimated Tax, later. If you perform your ser-
working as an employee. You may also have $500 × 25% = $125. vices as an employee of the church (under the
to file Form 2106, Employee Business Ex- $875 of the $3,500 salary-related expenses is common law rules), you may be able to have a
penses  (or Form 2106–EZ). These expenses not deductible, and $125 of the $500 self-em- voluntary withholding agreement with your
are claimed as miscellaneous itemized deduc- ployment-related expenses is not deductible. employer, the church, to cover any income and
tions and are subject to the 2% of adjusted self-employment tax that may be due.
gross income floor. Additionally, these ex- Health insurance costs of self-employed
penses may have to be reduced by the amount ministers. Deduction for self-employment tax.   Youthat is allocable to tax-free income (see Ex-

can deduct one-half of your self-employmentpenses allocable to tax-free income, next)
tax as a business expense in figuring adjustedbefore being limited by the floor. See Publica- Caution.  This provision expired Decem- gross income. This is an income tax deductiontion 529, Miscellaneous Deductions, for more ber 31, 1993. However, as this publication was only, and you deduct it on line 25 of Forminformation on the floor. being prepared for print, Congress was con- 1040. It is not a deduction in figuring net earn-

sidering legislation to extend the provision. For
ings from self-employment subject to self-em-Expenses allocable to tax-free income.  If information on late legislative changes, see
ployment tax.you receive a rental or parsonage allowance Publication 553, Highlights of 1994 Tax

that is tax free, you must allocate the expenses Changes.
of operating your ministry. You cannot deduct

If you are self-employed, you may be ableexpenses that are allocable to your tax-free
to deduct 25% of the amount you pay for medi- Filing Your Return rental or parsonage allowance. This rule does
cal insurance coverage for yourself and yournot apply to your deductions for home mort- You must file an income tax return on Formfamily. You take the deduction as an adjust-gage interest or real estate taxes. 1040 if:ment to income on  Form 1040. You may takeFigure the portion of your otherwise de-
this deduction even if you do not itemize de- You are not exempt from self-employmentductible expenses that will be disallowed as a
ductions on  Schedule A (Form 1040). How- tax, and you have net earnings fromresult of the allocation of expenses to tax-free
ever, your deduction cannot exceed your net self-employment (discussed earlierincome by multiplying by a fraction. The frac-
earnings from the business under which the in- under Figuring Net Earnings From Self-tion’s numerator is the tax-free rental or par-
surance plan is established. Also, the amount Employment for Self-Employment Tax)sonage allowance. The denominator is all in-
you deduct does not reduce your income for of $400 or more in the tax year,come (both taxable and tax-free) earned from
self-employment tax purposes. The expensesyour ministry. The income and deductions rel- You are exempt from self-employment taxtaken into account for purposes of this deduc-ative to your ministry include amounts related

on earnings from qualified services andtion must be reduced by the allowable amount
to ministerial duties you perform both as an

of any supplementary health insurance credit. you have $400 or more of other earn-employee and as a self-employed person. Re-
As a common-law employee (discussed ings subject to self-employment tax, orduce these expenses only in figuring your in-

earlier) of the church, you are not consideredcome tax, not your self-employment tax. You had wages of $108.28 or more fromto be a self-employed individual with respect to
Required statement.  If you receive a tax- an electing church or church-controlledincome from that employment. Do not include

free rental or parsonage allowance and have organization (discussed earlier underthat income when determining if your deduc-
ministerial expenses, attach a statement to Religious Workers).tion exceeds your net earnings.
your tax return. The statement must contain all

You cannot take the deduction if you (or
of the following information: For more information on filing your return,your spouse) are also an employee and can

including when and where to file it, see the in-1) A list of each item of taxable ministerial in- participate in a subsidized plan of your (or your
structions for Form 1040.come by source (such as wages, salary, spouse’s) employer. You apply this deduction

weddings, baptisms, etc.) plus the limitation on a monthly basis. For more infor-
amount, mation, see Publication 535, Business Payment of

Expenses.2) A list of each item of tax-free ministerial Estimated Tax income by source (parsonage allowance)
Living abroad. Certain income may be ex- Estimated tax is the method used to pay in-plus the amount,
empt from income tax if you work in a foreign come and self-employment taxes (and other

3) A list of each item of otherwise deductible country or in a specified U.S. possession. Pub- taxes you report on Form 1040 for income that
ministerial expense plus the amount, lication 54, Tax Guide for U.S. Citizens and is not subject to withholding, or for income

Resident Aliens Abroad, discusses the foreign4) How you figured the nondeductible part of from which not enough tax is withheld). Your
earned income exclusion. Publication 570,your otherwise deductible expenses, and estimated tax is your expected tax for the year
Tax Guide for Individuals With Income From minus your expected withholding and credits.5) A statement that the other deductions U.S. Possessions, covers the rules for taxpay- Generally, you must make estimated taxclaimed in your tax return are not alloca- ers in U.S. possessions. You may get these

payments if your estimated tax for the year willble to your tax-free income. free publications from the Internal Revenue
be $500 or more.Service or from most U.S. Embassies or

Determine your estimated tax by using theSee the statement prepared for the Com- consulates.
worksheet in Form 1040–ES, Estimated Taxprehensive Example, later.
for Individuals. Then, using the Form 1040–ESExample. Rev. Charles Ashford received Income tax withholding and estimated tax. 
payment-voucher, pay the entire estimated tax$40,000 in ministerial earnings consisting of: a If you are a duly ordained, commissioned, or li-
or the first installment by April 17, 1995. The$28,000 salary for ministerial services; a total censed minister, a member of a religious order
April 17th date applies whether or not your taxof $2,000 for weddings and baptisms; and a (who has not taken a vow of poverty), or a
home and your abode are outside the United$10,000 tax-free housing allowance. He in- Christian Science practitioner, and you per-
States and Puerto Rico.curred $4,000 of unreimbursed expenses con- form qualified services, your salary is subject

For more information get Publication 505,nected with his ministerial earnings. $3,500 of to income tax. However, it is generally not sub-
the $4,000 is related to his ministerial salary, Tax Withholding and Estimated Tax.ject to federal income tax withholding. If your
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have claimed) on Form 1040, line 25, per month mortgage payment of principal andRetirement Savings
for one-half of your self-employment interest only. The church paid him $800 perArrangements tax. month as his parsonage allowance (excluding

utilities). The home’s fair rental value is $900
Retirement plans for the self-employed. per month. The utility bills for the year totaledEarned income for a minister whose
Ministers, members of religious orders, and $960. The church paid him $100 per monthearnings from qualified services are ex-
Christian Science practitioners and readers designated as an allowance for utility costs.empt from SECA.  If you are exempt from
treat their pay for qualified services as self-em- The church did not withhold social security,SECA (have an approved Form 4361),
ployment earnings for social security and Medicare, or federal income taxes becauseamounts you received for performing ministe-
Medicare taxes. To set up a qualified retire- Rev. Michaels had not requested it. Therial duties as an employee are earned income.
ment plan (such as a Keogh (H.R. 10) plan or a church reports his salary for income tax pur-This includes wages, salaries, tips, and other
simplified employee pension (SEP) plan), you poses on Form W–2, box 1, leaving blank theemployee compensation. It also includes com-
must be self-employed. The common law rules boxes for social security and Medicare wages.pensation that is not taxed like the housing and
determine whether you are an employee or a Box 1 of the Form W–2 shows his wages ofutility allowance received as part of your pay
self-employed person for setting up a Keogh or $31,000. He made estimated tax paymentsfor services as an employee. In figuring your
a SEP plan. See Employment Status for Other during the year totaling $8,400.earned income, you cannot deduct your un-
Tax Purposes, earlier. Rev. Michaels taught a course at a localreimbursed trade or business expenses that

For example, if a congregation pays a min- community college. He was paid $3,400,you incurred in performing ministerial services
ister a salary for performing qualified services, which was reported on a Form W–2. The fed-as a common law employee of a church.
and the minister is subject to the congrega- eral income tax withheld was $272. As an em-Amounts you received for nonemployee
tion’s control, the minister is a common-law ployee of the college, he was subject to socialministerial duties are not earned income. This
employee. The minister is not a self-employed security and Medicare withholding. His Formincludes fees for performing marriages, bap-
person even though for social security and W–2 shows $210.80 withheld for social secur-tisms, and honoraria for delivering speeches.
Medicare purposes his or her pay is counted ity taxes and $49.30 withheld for MedicareIf you had nonministerial duties, any net
when figuring net earnings from self-employ- taxes.earnings from self-employment, minus one-
ment. On the other hand, amounts received di- half of your self-employment tax, or any com-
rectly from members of the congregation, such Form 1040.  On Form 1040, Rev. Michaels re-pensation received as an employee is earned
as fees for performing marriages, baptisms, or ports $34,400 ($31,000 from the church andincome.
other personal services, are earnings from $3,400 from the college) on line 7 and $240Earned income for a minister whose in-
self-employment for all tax purposes. (the excess of the utility allowance over thecome from qualified services is not exempt

For more information on establishing a Ke- utility costs) on line 21. (The parsonage allow-from SECA.  Earned income includes your net
ogh or a SEP plan, get Publication 560, Retire- ance is not taxable for income tax purposes.)earnings from self-employment plus any com-
ment Plans for the Self-Employed. pensation you received for nonministerial du-

ties minus your Form 1040, line 25 amount for Schedule C–EZ (Form 1040).  On Schedule
Individual retirement arrangements (IRAs). one-half of self-employment tax. Your net C–EZ, Rev. Michaels reports the $4,000 from
You generally are allowed to make contribu- earnings from self-employment includes those weddings, baptisms, and honoraria. His re-
tions to your IRA of up to $2,000 or the amount net earnings from qualified services. See Fig- lated expenses for the year were $87 for mar-
of your compensation, whichever is less. uring Net Earnings From Self-Employment for riage and family booklets and $156 for 538
These contributions may be fully or partly de- Self-Employment Tax, earlier. Net earnings miles of business use of his car figured at the
ductible, or nondeductible, if you or your also includes net earnings from self-employ- standard mileage rate of 29¢ a mile (mainly for
spouse is covered by an employer retirement ment related to nonministerial duties. trips in connection with honoraria). He cannot
plan (including a Keogh or SEP plan). If you deduct the part of his expenses allocable to his
are covered (or considered covered), your de- tax-free income. He attaches the requiredInformation.  For the detailed rules on this
duction is affected by your income and your fil- statement (example shown later) to his tax re-credit, get Publication 596, Earned Income
ing status. turn that explains how he figures the nonde-Credit. You may need to complete Schedule

For more information on IRAs, get Publica- ductible part ($56). He subtracts the $56 fromEIC and attach it to Form 1040 or 1040A if you
tion 590, Individual Retirement Arrangements the $243 and enters the $187 difference onhave a qualifying child. You may be able to use
(IRAs). line 2 of Schedule C–EZ. He reports his netForm 1040EZ if you do not have a qualifying

profit of $3,813 on line 12 of Form 1040.child. To figure the amount of your credit, you
will have to fill out a worksheet or have the IRSEarned Income Credit

Schedule SE (Form 1040).  On Schedule SE,compute the credit for you. For details on get-If you qualify for it, the earned income credit
Rev. Michaels includes the $800 per monthting part of the credit added to your pay, getreduces the tax you owe. Even if you do not
parsonage allowance ($9,600), the entireForm W–5 from your employer or by calling theowe tax, you can get a refund of the credit.
$100 per month utility allowance ($1,200), hisIRS at 1–800–TAX–FORM (1–800–829–Also, you may be able to get part of the credit
salary from the church ($31,000), and the net3676).added to your pay. Depending on your situa-
income from Schedule C–EZ ($3,813). Hetion, the credit can be as high as $2,528.
subtracts from this the $56 of nondeductibleYou cannot take the credit if your earned
Schedule C–EZ expenses and the $1,103income (or adjusted gross income, if greater) Comprehensive ($884 + $219) of allowable employee businessis more than:
expenses (discussed below). He reports hisExample• $9,000 if you do not have a qualifying child, net income of $44,454 on the short version of

• $23,755 if you have one qualifying child, or Schedule SE. (As a minister, his church salaryRev. John Michaels is the minister of the First
is not considered ‘‘church employee income.’’)United Church. He is married and has one• $25,296 if you have more than one qualify-

After completing Schedule SE (Formchild. He is a common-law employee of theing child.
1040), Rev. Michaels enters the self-employ-church. He has not applied for an exemption
ment tax ($6,281) on Form 1040, line 47. Also,from self-employment tax. The church paidEarned Income.  Earned income includes
he enters half of this amount ($3,141) on Formhim a salary of $31,000. In addition, as a self-your:
1040, line 25.employed person, he earned $4,000 during

Wages, salaries, tips, and other compen- the year for  weddings,  bapt isms, and
sation, and honoraria. Form 2106–EZ.  Rev. Michaels completes

Net earnings from self-employment minus In an earlier year, Rev. Michaels bought a lines 7-11b. His car was used 3,048 miles for
the amount you claimed (or should home next to the church. He makes an $800 church business. Using the standard mileage
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rate, he figures that his car expense is $884. of expenses allocable to the tax-free income. deducts $1,750 in real estate taxes on line 6
He enters the $884 on line 1. He has $219 of and $6,810 of home mortgage interest on lineHe subtracts $254 from $1,103 and enters the
expenses for publications and booklets that he 10. He limits his employee business expensesresult, $849, on line 6. He then enters the line 6
enters on line 4. to the amount exceeding 2% of his adjustedamount on line 20 of Schedule A (Form 1040).

Before entering the total expenses on line gross income. He enters $143 as the total of
6, he must reduce them by the amount that is his miscellaneous deductions on line 26. The

Schedule A (Form 1040).  Rev. Michaels con-allocable to his tax-free parsonage allowance. total of all itemized deductions is $13,503,
tributed $4,800 in cash during the year to vari-On the attached required statement (shown which he enters on line 29 of Schedule A and
ous qualifying charities. He deducts thelater), he shows how he figured the nonde- on line 34 of Form 1040.
$4,800 as an itemized deduction on line 15. Heductible part of his expense. The result is $254
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John E. Michaels 011-00-2222

IRC Section 265 — Computation of expenses, allocable to tax-free ministerial in
come, that
are nondeductible:

TAXABLE TAX-FREE TOTAL
Salary as a minister $31,000 $31,000
Parsonage allowance:

Mortgage ($800 × 12) $ 9,600 9,600
Utilities

$100 × 12 = $1,200
minus costs 960 960 960
excess $ 240 240 240

Gross income from weddings, baptisms, and honoraria 4,000 4,000

Ministerial income $35,240 $10,560 $45,800

Percentage of nondeductible expenses: $10,560 ÷ $45,800 =23%

Schedule C-EZ Deduction Computation

$ 87 Marriage and family booklets
+ 156 Business use of car
$ 243 Unadjusted Schedule C-EZ expenses

× 23%
$ 56 Nondeductible part of expenses

$ 243 Unadjusted Schedule C-EZ expenses
− 56 Nondeductible part of expenses

$ 187 Schedule C-EZ deductions (line 2)

Employee Business Expense Deduction Computation

$ 884 Car expenses for church business
+ 219 Publications and booklets
$ 1,103 Unadjusted employee business expenses (FORM 2106-EZ)

× 23%
$ 254 Nondeductible part of expenses
$ 1,103 Unadjusted employee business expenses (FORM 2106-EZ)

− 254 Nondeductible part of expenses
$ 849 Employee business expense deduction — FORM  2106-EZ, line 6

None of the other deductions claimed in the return are allocable to tax-free in
come.
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John E. Michaels 011-00-2222

Attachment to Schedule SE (Form 1040)

Church wages $31,000
Parsonage allowance—Mortgage $9,600

Utilities 1,200 10,800
Net operating profit

from Schedule C-EZ 3,813
$45,613

Less:
Schedule C-EZ expenses allocable

to tax-exempt income $ 56
Ministerial employee business expenses 1,103 1,159

Net Self-Employment Income
Schedule SE, Section A, line 2 $44,454
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